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Dear Ms. Salas:

On November 4, 1999, United States Telecom Association (USTA) representatives
Kathleen Levitz, BellSouth Vice President of Federal Regulatory; Thomas Whittaker, Bell
Atlantic Director of Capital Recovery; Anthony Alessi, SBC Director of Federal Relations; and
Frank McKennedy, United States Telecom Association (USTA) Legal and Regulatory Affairs
Director, met with FCC Common Carrier Bureau Staff Lisa Zaina, Kenneth Moran and Deena
Shetler. The purpose of this meeting was to discuss why the Commission should grant USTA’s
Petition for Forbeance from Depreciation Regulation in the above-referenced proceeding. The
attached material was presented and discussed.

In accordance with Section 1.1206(a)(1) of the Commission’s rules, an original and six
copies of this notice and the written material are being submitted to your office today. Please
include this notice in the public record of these proceedings. Please contact me with any
questions.

Respectfully submitted,

McKennedy
Director-Legal & Regulatory Affairs

Attachment

cc w/o attachment: Lisa Zaina, FCC
Deena Shetler, FCC
Kenneth Moran, FCC
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The United States Telephone Association’s Ex Parte: Forbearance from Depreciation Regulation

11/5/99




* The Telecommunications Act of 1996 permits
forhearance and requires the elimination of
unnecessary rules and regulations

 Gonsistent with competitive market conditions and the
recent Access Pricing Flexibility Order
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. Depreciation regulation is costly, burdenseme and counter
preductive te the Commission’s yoals for market hased pricing

Itisin the public interest te ferhear frem regulating depreciation
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« GCompanies use forward-looking economic models
(such as prepared by TH) to set lives for externally
reported depreciation in conformance with GAAP and
these regulatory lives will match those externally
reported lives.
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* Rates used for external reports provide a more
realistic pace of capital recovery, hetter matching
onsumption of resources in the competitive market
nvironment.
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Price GCap mechanism limits ILEC prices using a formula
hased on comprehensive economic market indicators,
not changes in particular operating costs.

Regulation of depreciation provides no effective
consumer protections, is ineffective as a reguiatory tool
and should be forborne as itis unnecessary.
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All charges shall he just and reasenahle (section 201
FGCC complaint precess (section 208)

FGC taniif review precess

SEC financial reporting

External audit of financial reperts

Antitrust claims
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Autherity te review Lower-Fermula Adjustment filings
Calculatien of the Preductivity Facter
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FGC's forward-looking economic cost model prescribes the
capital recovery component for Universal Service support. The
regulations from which forhearance is requested apply to the
arbitrary determination of the rates of consumption of ILEGS’ total
embedded assets
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UNE prices and interconnection arrangements are developed hy
negotiation hetween parties or hy the state PUC based on
forward-looking, not recorded cost.



Price Flex Order provides removal of services from
price caps:

Provides frame work and triggers hased on degrees of
competition for additional pricing flexibility in MSAs
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“The Commission envisioned that this approach would enable It to give
carriers progressively greater flexibility to set rates as competition

develops, until competition gradually replaces regulation as the primary
imeans of setting prices.” (1 2.)

“Aithough our current price cap regime gives LECS some pricing flexibility
and considerable incentives to operate efficiently, significant regulatory
constraints remain. As the market hecomes mere competitive, such
constraints become counter productive.” (119.)

gulation imposes costs on carriers and the public, and the costs of
delaying regulatory relief outweigh any costs associated with granting that
relief hefore competitive alternatives have developed to the point that the
incumhent lacks market power.” (190.)
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“First, existing rules clearly limit price cap LEGS’ ahility to respond to
competition. Price cap LECS are subject to hoth our Part 61 rules regarding
rate levels and the mandatory rate structure rules set forth in Part 69 of our
rules. Our rules precluding LECS from offering contract tariffs and limiting
volume and term discount offerings may create a price umbrelia for
competitors. Second, as mentioned ahove, delaying regulatory rellef
Imposes costs on carriers and the public, the latter of which is deprived of the
henefits of more vigorous competition.” (192.)

“Finally, hecause regulation IS not an exact science, we cannot time the grant
of regulatory relief to coinclde precisely with the advent of competitive
alternatives for access to each individual end user. We conclude that the
costs of delaying regulatory relief outwelgh the potential costs of granting it
hefore IXCs have a competitive alternative for each and every end user.” [
144.)
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Need to match responsibility for market
pricing and depreciation

Cs' increased freedom to price more responsively to
competition must he matched by corresponding
responsibility for capital recovery consistent with the
competitive market environment

Gurrent depreciation regulation does not allow ILECS to
reflect the effects of the market conditions in which they
operate

11/56/99 K



rhearance is in the public interest and meets all the
goais ef the Act.

rhearance dees net climinate consumer pretection.
rhearance dees net affect the price cap mechanisms.
rhearance premetes efficiency and competition.

rhearance is censistent with and necessary te achieve
efficient results from pricing flexibility.

11/5/99 12



There are no real risks from forbearance

CC DOCKET NO. 98-137
PARAGRAPH 6

ABOVE-CAP FILING

Stringent cost showing already required under Commission rules.

“X” FACTOR Does not vary with changes in depreciation rates.
UNIVERSAL The FCC’s forward-looking economic cost model prescribes the input for
SERVICE capital recovery, not Part 32:accounting rules nor ILEC accounting

practices.

EXOGENOUS COSTS

Depreciation changes are endogenous.

UNE PRICES

Under Section 252, UNE prices may be negotiated between the parties or
determined by the state PUC regardless of the ILEC depreciation practices.

TAKINGS

Beginning with implementation of forbearance, an ILEC becomes
responsible for the effects of its own capital recovery policies absent
regulatory interference.

LFAM

When used, an LFAM adjustment is subject to intense FCC scrutiny.
The LFAM is an exogenous adjustment effective for only one year. It is
then reversed, returning the price cap to its lower, unadjusted level.

Note: In any event, the FCC retains authority and oversight in all of these matters, irrespective of the
manner in which depreciation lives and rates are used for regulatory financial reporting purposes.




